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GASB Statement No. 34–A New Audit and Accounting Guide

State and local governments faced a major change in the way they did financial
reporting when, on June 30, 1999, the Governmental Accounting Standards Board
issued GASB Statement No. 34, Basic Financial Statements–and Management’s
Discussion and Analysis–for State and Local Governments. GASB 34 established
new requirements for U.S. state and local governments that prepare their financial
reports according to generally accepted accounting principles. The new rules
substantially changed the appearance and content of government financial statements.
To help governments and their auditors address the new accounting requirements and
several related auditing issues, the AICPA developed a new Audit and Accounting
Guide, Audits of State and Local Governments (GASB 34 Edition). The GASB 34

guide addresses the audits of basic financial statements and consideration of required
supplementary information (RSI) and other supplementary information (SI) prepared
in conformity with the new governmental financial reporting model required by
GASB 34 and related pronouncements.
The new guide revises the AICPA’s 1994 Audit and Accounting Guide Audits of
State and Local Governmental Units (Non-GASB 34). The non-GASB 34 guide was
updated annually for conforming changes and will remain effective for audits of state
and local governments for which the auditor is not required to apply or has not
elected to early-apply the new guide’s provisions in accordance with effective date
provisions.

New Guide’s Effective Date
The GASB 34 guide is effective for audits of a state or local government’s financial
statements for the first fiscal period ending after June 15, 2003 in which the
government applies or is required to apply GASB Statements No. 34 or No. 35, Basic
Financial Statements–and Management’s Discussion and Analysis–for Public
Colleges and Universities. It also amends GASB Statement No. 34, to include public
colleges and universities within its scope. The new guide discusses various issues
relating to the transition to the provisions of GASB 34.
The guide is the result of the efforts of an AICPA task force established in mid-1999.
According to Venita Wood, CPA, CGFM, project manager for the task force, "The
revision was warranted by the major change in financial statements the governments
would be preparing." Historically, governments have used a financial reporting
model different from the private sector. Accountable for their use of resources,
governments used accounting and financial reporting to demonstrate compliance with
finance-related legal and contractual restrictions. Accordingly, they used separate
funds to segregate financial resources subject to special regulations or restrictions.
From the auditor’s perspective, however, this approach doesn’t foster transparency.
According to Robert Stout, finance director of the city of Modesto, Calif., "The
segregation of assets into different funds, while useful for demonstrating compliance,
makes it difficult to assess the financial position of the government as a whole." The
new guide facilitates this assessment.

Materiality Determinations
The most significant issue addressed in the new GASB 34 guide is materiality
determinations for purposes of planning, performing, and evaluating the results of
and reporting on the audit of financial statements. As Wood describes it, the
governmental financial reporting model puts out financial statements that present
information in columns for different types of activities known as funds and account
groups. The non-GASB 34 guide directs the auditor to plan to perform the audit
assessing materiality for each of those columns. However, over the years since the

non-GASB 34 guide was issued, there have been differing interpretations on the
auditor’s responsibilities for evaluating and reporting on the audit.
Furthermore, the non-GASB 34 guide uses illustrative auditor’s reports which make
it appear that this evaluation and reporting is for the financial statements taken as a
whole. "That troubled the task force," Wood said, "because there seemed to be a
disconnect between how one performed the work and how one reported on what was
done. That also troubled the Audit Issues Task Force of the Auditing Standards
Board, who directed the task force to make sure that all the way down the line–
planning, performing, evaluating, and reporting–materiality determinations were
consistent."

Opinion Units
Even though the financial statements are now significantly different, GASB wanted
to maintain a columnar focus for the audit approach. "In order to get consistency in
planning, performing, evaluating and reporting results," Wood said, "we had to
change the reports significantly so that they no longer report an opinion for the
financial statement taken as a whole, but rather separate opinions for each of the
important columnar presentations–the opinion units." The term opinion units is a new
concept originating in the new GASB 34 guide.
"The task force thought that the term opinion units would work a little better than
materiality units because it focuses the auditor on the goal, which is to give an
opinion on each of these columnar presentations, some of which are distinct in the
financial statements and some of which are aggregations of different distinct
presentations," Wood said.
The GASB 34 guide directs auditors to make separate materiality determinations for
purposes of planning, performing, and evaluating the results of and reporting on the
audit of a government’s basic financial statements for each opinion unit. In general,
the opinion units in a government’s basic financial statements are:
•
•
•
•
•

Governmental activities.
Business-type activities.
Aggregate discretely presented component units.
Each major governmental and enterprise fund.
Aggregate remaining fund information, including:

– Nonmajor governmental and enterprise funds.
– Internal service funds.
– Fiduciary funds.

The auditor should determine opinion units for special purpose governments’ basic
financial statements in the same manner as for general purpose governments.

The Auditor’s Report
The GASB 34 guide discusses the auditor’s report on governmental financial
statements in various situations. The guide contains a draft standard report on a
typical government’s basic financial statements, which shows unqualified opinions
on a single year’s basic financial statements that contain more than one opinion unit,
along with reporting on RSI and SI. Said Wood, "Ultimately the approach the task
force chose isn’t different from the way auditors plan and perform their audits now.
What they added was clear direction on how you go about evaluating the effect of
findings in the audit and then how you report on it."
The guide discusses departures from the standard report and special situations, such
as the part of the audit performed by another auditor and prior-period financial
information. The guide also contains other discussions and illustrative auditors’
reports on basic financial statements. It discusses how GASB Statement No. 34
affects financial statements prepared in conformity with a comprehensive basis of
accounting other than GAAP (OCBOA), and it discusses auditor associations with
municipal securities filings.
Cleared by the AICPA’s Accounting Standards Executive Committee and the
Auditing Standards Board as well as by the GASB, the new guide provides guidance
that will help meet GASB 34’s goal of making governmental financial reports easier
to understand. The guide will help auditors of these reports provide more useful
assurance to those who use financial information to make decisions
Obtaining the GASB 34 Guide

The electronic version of the new Audit and Accounting Guide Audits of State and
Local Governments (GASB 34 Edition) is available on the CPA2Biz Web site. Place
your order for the electronic version (the online edition of this guide is only available
with a paid subscription to AICPA’s reSOURCE Online) through:
www.cpa2biz.com
888/777—7077
800/362—5066

For information on the print version, see page 7 of the main section of The CPA
Letter.
FASAB Seeks Input on Selecting Future Projects

The Federal Accounting Standards Advisory Board (FASAB) will hold an agenda
hearing on Oct. 9. The purpose of the meeting is to obtain information from
interested individuals and organizations about potential future projects. FASAB’s
staff published information about potential future projects in mid-Sept. via the
FASAB Web site. In addition to these staff-identified projects, comments will be
welcome on projects not yet identified.
www.fasab.gov
Volunteers Needed to Test Alternative Measurement Method for Small OPEB Plans

As part of the Governmental Accounting Standards Board’s project on
postemployment benefits other than pensions (other postemployment benefits, or
OPEB), the board is exploring the possibility of providing an alternative to an
actuarial valuation for purposes of financial reporting by single-employer OPEB
plans with 50 or fewer plan members and the employers that participate in these
plans. Plan membership is defined to include active employees, terminated
employees that are eligible to receive benefits, and retired employees and
beneficiaries currently receiving benefits.
Although the proposed alternative measurement method would follow the same
broad steps and include the same types of assumptions as an actuarial valuation, it
would include a number of simplifications intended to make the method workable for
non-specialists.

How You Can Help
As part of its research, the board plans to conduct a field test of the proposed
alternative measurement method and is looking for volunteers to participate. The
field test is scheduled to take place in Sept. and early Oct. Participants will be asked
to make calculations for their OPEB plans by using the proposed standards language
and illustrations. Therefore, participants should have an understanding of their OPEB
plan and reasonable spreadsheet skills. The board hopes to include in the field test

some plans that previously have had actuarial valuations and some plans that have
not.
Although one of the goals of the field test is to determine the amount of effort needed
to apply the alternative measurement method, the time needed to participate in this
field test is estimated to be 20 to 30 hours.

How to Contact GASB
If your government may be interested in participating in the board’s field test, contact
Karl Johnson:
kdjohnson@gasb.org
203/956—5253
You may also contact Michelle Czerkawski at:
mlczerkawski@gasb.org
203/956—5293
OMB Issues Notices Relating to Streamlining Interagency Grants

The Office of Management and Budget staff and the interagency groups dedicated to
implementing Public Law (Pub. L.) 106-107, the Federal Financial Assistance
Management Improvement Act of 1999, issued six notices recently. The first notice
provides background and contextual information for the next five notices, which:
•
•

•
•

Propose revisions to OMB Circular A-133, "Audits of States, Local
Governments, and Non-Profit Organizations."
Provide information about OMB’s decision not to revise OMB Circular A110, "Uniform Administrative Requirements for Grants and Agreements with
Institutions of Higher Education, Hospitals, and Other Non-Profit
Organizations," based on comments relating to the May 1, 2000, Advanced
Notice of Proposed Revision.
Propose a standard format for federal agency use in announcing discretionary
grant and cooperative agreement funding opportunities.
Propose standard data elements for federal agency use in creating grant
funding opportunity announcement summaries, to be used under the E-Grants
initiative for its "E-FIND" option.

•

Propose revisions to three OMB circulars (A-21, "Cost Principles for
Educational Institutions;" A-87, "Cost Principles for State, Local and Indian
Tribal Governments;" and A-122, "Cost Principles for Non-Profit
Organizations") to clarify ambiguous language, thereby preventing
inconsistent interpretations of similar cost items across the three circulars.

The purposes of Pub. L. 106-107 are to:
•
•
•
•

Improve the effectiveness and performance of federal financial assistance
programs.
Simplify federal financial assistance application and reporting requirements.
Improve the delivery of services to the public.
Facilitate greater coordination among those responsible for delivering the
services.

Pub. L. 106-107 requires the director of the OMB to direct, coordinate and assist
federal agencies in establishing a common application and reporting system,
including electronic processes, and uniform administrative rules for federal financial
assistance programs across different federal agencies.
The second notice proposes to revise OMB Circular A-133 by:
1. Increasing the threshold for audit from $300,000 to $500,000.
2. Increasing the threshold for cognizant agency for audit from $25 million to
$50 million.
3. Making related technical changes to facilitate the determination of cognizant
agency for audit and provide for federal agency reassignment of oversight
agency for audit.
An audit threshold increase, as proposed from $300,000 to $500,000, would relieve
almost 6,000 entities from the audit requirements of Circular A-133 while retaining
audit coverage for 99.5% of federal awards currently audited (in dollars).
The third notice explains the conclusions reached by OMB and the Grants
Management Committee of the Chief Financial Officers Council regarding a previous
request for comment from federal agencies and grant recipients, in May 2000, on the
merits of pooled payment systems and grant-by-grant payment systems. The proposal
to amend OMB Circular A-110 that would have required federal agencies to offer
recipients the option to request cash advances on a pooled basis resulted in comment
letters offering differing perspectives on the issue, leading OMB and the CFO
Council to believe that a revision to Circular A-110 is not needed.
The fourth notice proposes a government-wide standard format for federal agency
use in announcing discretionary grant and cooperative agreement funding
opportunities. Each year the agencies publish hundreds of funding opportunity
announcements for discretionary grants under programs with a broad range of

purposes to give potential applicants the information they need, such as the types of
activity the agency will support, who is eligible to apply and when/how to apply.
Comments from the applicant and recipient communities noted vast differences in
federal agencies’ announcement formats, making it hard for potential applicants to
quickly locate key information. The standard format will make it easier for potential
applicants to quickly find the information they need.
The fifth notice proposes standard data elements for federal agency use in creating
grant funding opportunity announcement summaries, to be used under the E-Grants
initiative for its E-FIND option. The E-Grants initiative plans to provide a single
Internet site for federal agencies to post electronic summaries, or synopses, of the
funding opportunity announcements on the General Services Administration’s
FedBizOpps Internet site:
www.FedBizOpps.gov
E-FIND will greatly facilitate a potential applicant’s search for funding opportunities.
The sixth and final notice relating to grants streamlining proposes revisions to three
OMB circulars–A-21, A-87 and A-122–to clarify ambiguous language, thereby
addressing many grantee concerns expressed in the comments relating to inconsistent
allocation methods and different interpretations about indirect cost recovery. The
three circulars apply to different types of recipient organizations and were developed
separately.
Consequently, different language is used in the three circulars to describe similar cost
items, sometimes causing inconsistent interpretations by federal staff, recipients, and
auditors.
For further information, contact Elizabeth C. Phillips, Office of Federal Financial
Management, Office of Management and Budget:
202/395—3053 (direct) or 202/395—3993 (main office)
ephillip@omb.eop.gov
Information about the proposed revisions is also available on the OMB Web site at
www.whitehouse.gov/omb/grants .
American Workers: Employers Lose 20% of Every Dollar to Workplace Fraud

strong>American Workers: Employers Lose 20% of
Every Dollar to Workplace Fraud
According to a study sponsored by Ernst & Young LLP, one in five American
workers is personally aware of fraud in the workplace and 80% would be willing to
turn in a colleague thought to be committing a fraudulent act; however, only 43%
actually have.
The study, conducted by the research firm Ipsos Reid, surveyed 617 American
workers by telephone between June 3 and 6.
"It may be too often overlooked, but unfortunately workplace fraud happens
everyday and the impact of that can be a major drain on the bottom line of corporate
America–it’s a very real problem," said Stephen Seliskar, a leader in Ernst &
Young’s Fraud, Forensic & Investigation Services group, a division of the firm’s
Litigation Advisory Services practice.
According to the survey, American workers estimate that employers lose a staggering
20% of every dollar earned to some type of workplace fraud. Not surprisingly, when
asked which specific fraudulent acts employees were aware of in their workplace
37% reported "theft of office items." "Claiming extra hours worked" (16%),
"inflating expense accounts" (7%) and "taking kickbacks from suppliers" (6%) are
some of the highest types of fraud witnessed.
The survey found that women (84%) were more likely than men (76%) to report
fraudulent activities. What’s more, older employees were significantly more likely to
be willing to report a fraudulent act than younger employees, by a measure of 87% to
75%, respectively.
Interestingly, when asked to define the type of individual more likely to be involved
in fraudulent activities the majority of respondents described an employee who had
been with an organization for more than three years, held a junior level position, and
was male and younger than 35.
"One in ten workers Ernst & Young surveyed reported they felt workplace fraud was
increasing in their own workplaces," said Seliskar. "A further 57% felt that things
were about the same over the past several years. That’s bad news for management
and indicates that an age-old problem in the workplace is not going away and it is not
getting better either."
With 80% of employees surveyed willing to report a problem, making an anonymous
phone call (30%) ranked highest as the best means to report fraud to management. An

additional 27% would be comfortable reporting workplace fraud by calling a
confidential hotline managed by an outside third party. Other options included
sending an anonymous letter (20%) and using a company Web site anonymously
(16%). Notably, 39% said they would be less likely to report fraud if they needed to
identify themselves.
Almost half of those surveyed (44%) felt that their employer could do more to reduce
fraud in the workplace. According to the respondents, effective actions management
can take include: "tougher sanctions when employees are caught in a fraudulent act"
(59%), "better role models and leadership from managers and supervisors" (58%),
"better communication to employees about what is and is not allowed" (56%), "better
investigation of suspected problems" (56%), and "improved screening of new
employees" (54%).
NASACT Passes Resolution to Encourage Investor Protection and Offer Technical
Expertise

Following the recent passage of the Sarbanes-Oxley Act of 2002, the National
Association of State Auditors, Comptrollers and Treasurers (NASACT) passed a
resolution to encourage protection for investors and offer the association’s expertise
on issues of auditing, quality control, ethics and independence, as well as other
industry issues.
The Sarbanes-Oxley Act mandates the creation of a Public Company Accounting
Oversight Board (PCAOB). In making its resolution, NASACT and its Board of
Directors endorse the concept of the PCAOB and applaud efforts aimed at addressing
recent scandals that have shaken the auditing and accounting profession.
"Our membership, comprised of state auditors, comptrollers and treasurers, makes up
one of the most knowledgeable resources available to assist in addressing issues the
PCAOB might be faced with in the future," says NASACT Executive Director
Relmond Van Daniker.

